First, the claim that the monetary cost of banking has increased is found to be false when all forms of revenue are taken into account. Second, the charge that banks have reduced points of banking access is evaluated using measures based on Bank for International Settlements (BIS) benchmarks. Third, the claim that banks are failing to return 'social capital' to the community is contrasted with their contribution data. The conclusions have significant implications for future community debate and government policy toward the industry.
Affordability of Banking
An important first step in measuring 'affordability' is to employ a comprehensive definition. The overall remuneration customers are paying to banks, relative to the volume of services rendered, is the most comprehensive measure of affordability. Such a global measure involves aggregation of customer outlays to compensate the industry for services rendered. There are two main costs to the consumer:
• interest margin -the net cost to the community from paying and receiving interest; and • non interest margin -the net cost to the community from paying and receiving fees.
These costs need to be considered together, not in isolation as often occurs in public debate. It is also important to use appropriate scaling. For instance, assessments of 'raw dollar' payments to banks by the community are meaningless if no attempt is made to relate the payments to the steady increase in the use of banks' services. Also, it is useful to benchmark the community's banking overheads against that in other countries.
When both interest and non-interest margins are taken into account, aggregate community remuneration to banks has unambiguously declined. Table 1 shows total remuneration by the rest of the economy to the Australian banking sector in interest plus fees, scaled against the growth of bank balance sheets. Relative to the growth in services received, as measured by balance sheet growth, there has been no net increase in fees paid. At the same time the net interest margin paid to banks by the community has trended down. The growth in fees has been in line with growth in domestic balance sheet assets, and the reduction in interest margins has more than offset the increase in fee income. This is broadly consistent with evidence in the literature from other countries post-deregulation, postglobalisation (Maudos and Fernández, 2004; Saunders and Schumacher, 2000) .
The constancy of fees may suggest banks have been over-charging in latter years, because a relatively constant fee to assets ratio could be taken to imply either that no economies of scale are present in the provision of banking services, or that the banks are not passing on such economies to customers. Yet it also needs to be remembered that fees started from an artificially low base at the beginning of the 1990s. Under the old regime of cross-subsidisation and nontransparent account-keeping fees, consumers paid the fee component implicitly in the form of higher interest margins. In the 1990s, banks switched to transparent recovery of account-keeping costs (allowing them to reduce interest margins) and began to provide explicit statements of fees charged to consumers. Starting from a historically low explicit fees base, sharp increases in the ratio of fees to assets over the decade as banks played 'catch up' would not have been surprising. The fact that a sharp increase did not occur suggests that that banks may have limited the impact by passing on significant cost savings to customers. A further objection may concern technological change. Extensive technological advance in the delivery of banking services has generated productivity improvements (Rushdi and Tennant, 2003) that might have been expected to produce a commensurate decline in the fee to assets ratio. Once again, the 'standing start' factor is important to the story. At the beginning of the 1990s, the use of technology in banks was not extensive, but this changed rapidly with substantial technology investment in the 1990s. That investment was expensive not just for normal business reasons, but also because of the particular historical phase the decade represented. It was the decade of change from traditional paperbased banking to electronic banking. This investment had to be paid for and while part of the explanation is the closure of bank branches (see next section), another part is that to pay for the technology upgrade, banks sought to recoup costs through fees. In other words, while it is true that technology has brought with it productivity gains in service delivery, by the same token it carried a huge up-front cost for the banks. The cost was incurred up-front, swamping to some degree the productivity gains which will be more fully evident in future years.
Have all sections of the community been equally affected, or have some borne more of the fee burden than others? There is evidence that ordinary customers on the whole have experienced faster increases in fees than big business. Over the period 1996 to 2004 inclusive, the average annual growth rate of bank fees levied on households was 15 per cent (Reserve Bank of Australia, 2005) , compared with 11 per cent for business. At the start of the above period, households accounted for 29 per cent of total fee revenue and business for 71 per cent. By 2004, the household share had risen to 38 per cent and the business share had declined to 62 per cent. The fee burden has therefore tilted in a direction unfavourable to households, especially in the product areas of credit cards (29 per cent average annual growth) and personal loans (25 per cent). Clearly, this is an area of the affordability debate where criticism of the banking industry has a good deal of support from the data, and which the industry may need to address.
By the same token, households have been major beneficiaries of the overall improvement in banking affordability since the end of cross-subsidisation and the accompanying fall in retail loan interest margins. The margin today between official rates and home loans is almost 2.5 percentage points narrower than a decade ago (Reserve Bank of Australia, 2005: Tables F1, F5 ). The reduced margin translates into substantial savings for home buyers, amounting to thousands of dollars on their mortgage each year. This may be illustrated using Australian Bureau of Statistics (2004) figures which show that the average value of owneroccupied housing loans taken out in mid-2004 was $196,952 . Thus, the squeeze on margins as a result of competition over the past ten years saves the average home buyer more than $92 a week.
A comparison of the Australian banking sector with its overseas counterparts provides a horizontal perspective on affordability. It shows that, in terms of affordability relative to asset size, banks in Australia rank about the middle of an international peer group. Table 2 summarises the data on net interest margin (NIM) and non-interest margin (NOM) as a ratio to total assets for Australia and fifteen other countries. The database used is Bank Profitability: Financial Statements of Banks, a publication of the Organisation for Economic Cooperation and Development (OECD). The data provide comprehensive annual information on the financial statements of all banks in OECD member countries, where the definition of 'banks' includes all institutions conducting ordinary banking business, such as taking deposits from the public at large and making loans for a wide variety of purposes. The framework used for presenting the statistics is that recommended by the OECD's Task Force on Bank Profitability. Australian banks' fee income (NOM) is not high by world standards, ranked 7 th out of sixteen countries. The highest earners of fee income are Finland (3.1 per cent) and the US (2.6 per cent). The reliance of UK banks on fees (1.4 per cent) is approximately around the same level as that of Australian banks (1.5 per cent).
Perhaps the ultimate test of affordability is to look at the revealed preference of consumers when it comes to the choice of whether to use banks at all. A genuine fee-free alternative to account banking exists for every customer, namely do-it-yourself bookkeeping and currency-only transactions. Despite the existence of this no-fees cash alternative, more than 17 million Australians 'vote with their feet' and choose to employ the account services of their bank over the cheaper (at least in simple monetary terms) alternative of making payments in notes and coin with self-managed record keeping. This revealed preference for account banking by customers gives genuine indication of the economic value the community places on the services banks provide, and its willingness to pay, despite the availability of a less expensive alternative (in terms of monetary cost). A bank account also confers other benefits to personal and business users, including better security, regular interest, access to electronic funds transfer networks, and account statements for accurate record-keeping. 
Accessibility of Banking
If 'accessibility' is conceived of solely in terms of branch teller service, then it is undeniable that Australian banks have reduced the number of traditional branches and the community has experienced a reduction in branch-style accessibility. Notwithstanding this, however, several countervailing observations need to be made. First, the data show that the downtrend in branch numbers has stabilised in the past two years (Table 3) . After the lengthy period of rationalisation that lasted about ten years, since 2002 the number of branches has begun to increase again, marking a reversal of the trend. Indeed, at least one player (Bendigo Bank) has announced a new strategy that involves intentionally increasing its branch numbers. Second, any reasonable measure of access to banking today needs to extend beyond branches and include the new forms of service delivery in all their variety. Less than two decades ago, banking services were operated using passbooks and offered only at branches between 10am and 3pm, Monday to Friday -it was a 'horse-and-buggy' system known for its Friday afternoon rush for weekend cash. Today, bank accounts are effectively accessible 24-hours a day seven days a week and customers need not even leave home to do their banking. More than 90 per cent of transactions are today conducted outside bank branches. As Table 3 shows, the growth in non-branch points of access has been rapid. A large proportion of the savings that banks made by closing branches were reinvested in alternative modes of delivery. Customers today have access to over 20,000 automatic teller machines (ATMs), a figure that has quadrupled since 1990, and more than 433,000 electronic funds transfer at point-of-sale terminals (EFTPOS) compared with only 15,000 in 1990. A u s t r a l i a B e l g i u m C a n a d a F r a n c e G e r m a n y I t a l y H o l l a n d S i n g a p o r e U K U S A This principle of recognising mixed modes of delivery in a modernising industry is now incorporated by BIS in its international benchmarking of points of access to banking. The BIS statistical measure includes branches, ATMs, EFTPOS, and giroPost. These represent physical supplier-installed points where customers can conduct the majority of everyday banking services such as withdrawing cash or making payments. By the BIS definition, compared with other countries Australia is a world leader in points of access (Figure 1 ). The international average is 12,700 points of presence per million inhabitants. Australia has 21,800 points.
An important facet of the accessibility debate concerns rural and remote locations. Here, the evidence is surprising: proportionally, banks are underrepresented in cities and over-represented in remote and very remote locations. On a per capita basis, the banking industry's service network exceeds the population base (6.0 per cent of banking points of presence serve just 2.9 per cent of the population in remote areas). The geographic distribution of branch services across rural Australia matches closely where people live, and frequently exceeds the population base in proportional terms (see Table 4 ).
In 2002 a Parliamentary Inquiry (Chapman, 2002) was conducted into the level of banking services in rural and remote Australia. A study for that Inquiry (Bamford, 2002) compared the geographic spread of banks with other common services: police, schools, hospitals and pharmacies. It found that the physical presence of banks in remote communities is closely similar to that of schools, and better than pharmacies (see Table 5 ). As essential services, only schools and police have a greater presence than banks in remote and very remote locations. Further, through a rural postcode survey the Parliamentary Inquiry identified that there are fewer than 15 towns across Australia with no face-to-face banking service, and even in most of these cases there is either giroPost or a bank agency within 20 kilometres (Chapman, 2002) . The accessibility of banking in remote areas goes well beyond even the numbers above -customers can also use thousands of private (non-installation) points of access such as personal computers, fixed telephones and mobile phones as their primary banking 'location'. The percentage of Australian households with access to a computer at home has increased steadily from 44 per cent in 1998 to 61 per cent in 2002. Internet access at home has increased strongly, rising from 16 per cent in 1998 to 46 per cent in 2002 46 per cent in (ABS, 2003 .
In summary, Australia does not suffer to the same degree the problems found in other countries relating to a high recorded incidence of 'financial exclusion'. Recent research by the Financial Services Authority (FSA) in the UK, for instance, estimated that around 1.5 million households (7.0 per cent) in Britain have no basic bank or building society account whatsoever (FSA, 2000) . A further 4.4 million (20 per cent) have only very limited access to financial services. The FSA found that the extent of financial exclusion in the UK is high -up to 9 per cent of adults have no bank or building society account of any kind, one third of households have no savings or investment products, 27 per cent of employees have no occupational or private pension, and up to a quarter of households have no home contents insurance. While directly parallel statistics are not available, the available evidence points to a much more inclusive banking sector in Australia.
The Contribution of Banks to 'Social Capital'
The concept of social capital or community service obligations is gaining clearer definition in the recent literature. Donaldson and Dunfee (1999) argue (in their influential book Ties that Bind) that implicit understandings or 'contracts' exist that bind industries, companies, and economic systems into communities. Using Integrative Social Contracts Theory they demonstrate how the theory can be applied to particular social questions currently being asked of the financial services industry, such as how should banking institutions interlock with broader community objectives.
A starting point for assessing the social contribution of Australian banks to the community is the extent to which they provide 'basic account' banking to the needy. A recognised definition (FSA, 2003) is an account that offers a minimum of six free transactions per month, and carries no account-keeping fees. Using this definition, the scale and scope of provision of basic bank accounts by the industry in Australia is very extensive. At a minimum, the banking industry already automatically offers basic accounts to around six out of every ten Australians. The population of Australia may be subdivided into three groups: children aged up to 18 years; concession card holders (described below); and other adults. These three cohorts provide a useful framework for assessing basic banking in Australia today, and give a good indication of its extensive availability. The two concessionary cohorts -5.9 million cardholders and 5.4 million childrenimmediately qualify for and enjoy automatic access to free or low-cost accounts. In many instances, such customers receive basic banking services free of charge. Concession cardholders (29.9 per cent; Department of Education, Science and Training, 2003: Table 19 ) together with children aged eighteen or under (26.9 per cent; Department of Family and Community Services, 2004) account for 57 per cent of the Australian population of 20 million, or about six out of every ten persons.
The largest group of concession cardholders is older Australians. Banks operate pensioner deeming accounts for such cardholders, with no account-keeping fee, between six and unlimited free transactions per month, BPAY facility, access to ATMs and EFTPOS, and in virtually all cases, a cheque facility. The Department of Family and Community Services (FACS) publishes and regularly updates an independent survey on its website of financial institutions offering deeming accounts. According to FACS, an account is a 'deeming account' if the bank pays interest rates generally based on the current social security deeming rates. In its bulletin of 2 July 2004, FACS confirms the widespread availability of these accounts, which 'are offered by the four major banks, other banks, and a large number of credit unions and building societies'.
The extent of basic banking extends well beyond concession cardholders and children, however. Within the 43 per cent labelled 'Other Adults' are many additional customers who also can access free or low-cost bank accounts. Within the general customer category, banks offer tailored basic products for approved customers from a diverse range of groups such as, small business, Christmas Clubs, farmers, mortgagors, not-for-profit organisations and others. Data obtained from market survey firm Cannex shows there are currently almost 100 products that fit the 'basic account' description, including many that can be utilised by customers who belong to the Other Adults segment. A key finding from the survey is that all retail banks operating in Australia offer at least one account that has no account keeping fee and at least six free transactions per month.
Some have called for a single industry-wide mandated generic bank account that low-income earners could access. While all mainstream retail Australian banks offer a form of 'basic bank account', it is not currently possible to institute a uniform industry-wide product. The reason is the existence of a legal impediment that prevents banks from agreeing together over product design. The Trade Practices Act 1974 disallows competitors agreeing on the pricing of products, which includes setting a price at zero and features of basic bank accounts without authorisation from the competition regulator. Indeed, a proposal for an agreement between ten banks in 2002 to provide an industry basic bank account was denied authorisation by the Australian Competition and Consumer Commission on the grounds it would not 'expand consumer choice'.
Provision of basic bank accounts is considered the most important aspect of banks' contribution to 'social capital', however it is not the only factor. A further part is their extensive philanthropy. Based on information in annual reports, banks donate over $90 million a year to charitable and community causes, involving gifts to worthy causes, projects and sponsorships to support particular local organisations (examples currently include junior cricket, Opera Australia, community cinema, heritage buildings, zoos, theatres, orchestras, and country arts festivals) and environmental projects to improve conservation and sustainability, such as the Banksia Awards, WIRES and the Holsworth Wildlife Research Fund. A number of banks are signatories to the UN Environment Program for banks. In-kind support relates to time donated by bank staff on worthy local projects such wrapping Christmas presents for welfare agencies, marshalling and assisting with registration at a variety of events, or manning telephones and counting cash at fund appeals. Banks also contribute in kind by making available their branch facilities for collecting donations without charge.
An often overlooked aspect of contributing to 'social capital' is the maintenance of a reliable and well-managed banking system. This is vital to the safekeeping of the savings of ordinary depositors. Because of the nature of banking, there is a constant trade-off between risk and return -between safety and profitability. In this regard, Australian depositors, entrusting their money to banks, can have good reason for confidence. Australian banks maintain higherthan-average levels of safe assets, compared with banks elsewhere in the world. International evidence shows that Australian banks currently have the highest capitalisation in the OECD, a factor that is not cost-free to shareholders who must forego potentially higher returns on loans in order to allow the banks hold high reserves. Based on a survey of thirty countries, some of which are shown in Figure 2 Australia leads in holdings of Capital Plus Reserves, expressed as a ratio to total balance sheet assets, with 11.5 per cent. The comparable figure for the USA is 9.1 per cent, and for the UK is 5.1 per cent. Alongside this, International ratings of Australian banks' governance are impressive. Governance Metrics International (www.gmiratings.com), a US-based independent ratings agency, rates 1600 companies from fifteen countries using such criteria as board accountability, disclosure and corporate behaviour. Australia's major banks are rated 'Above-Average' relative to the global cohort. A u s t r a l i a C a n a d a F r a n c e G e r m a n y I t a l y J a p a n 
Conclusion
This paper has evaluated three common criticisms of Australian banks in the light of evidence from industry data. First, the paper evaluated the claim that the cost of banking to the average consumer has increased such that bank revenues are at record levels, and found the reverse to be true. When all forms of revenue are taken into account, banking in Australia has never been more affordable to the community as whole than it is today. Improved affordability has been marked for household customers and Australian bank fees and profits are not high by world standards. Second, the paper assessed the claim that banks have unduly reduced their branch network and found that as measured by Bank for International Settlements criteria, accessibility to Australian bank services in non-traditional formats has expanded significantly and is the highest in the world. The decline in branch numbers has been reversed and representation in remote regions is proportionally greater than in the cities.
Third, the paper assessed the assertion that, as an 'essential service', banks are failing in social obligations to the community. It has been argued that, on reasonable criteria, the Australian industry substantially meets its social obligations and returns significant 'social capital' to the community. Banks' services are supplied free of charge or at low cost to over 60 per cent of customers. Around 100 basic bank accounts are offered by the industry, including to groups as diverse as farmers and home buyers. Each year, community organisations receive over $90 million dollars of direct support in various forms, from banks and Australian banks' level of safe assets is high by world standards.
These conclusions have significant implications for future government policy, especially for evaluating current interventionist proposals such as imposing fee ceilings, mandating branch quotas or legislating for universal free bank accounts. To the extent such policy proposals are based on the three criticisms evaluated in this paper, they are misguided or at the very least require fresh justification. The evidence suggests that direct government sanctions on banks are not required to achieve improved economic outcomes for consumers or to induce satisfactory corporate citizenship on the part of banks.
